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President Alberto Fujimori's effort to negotiate more favorable conditions on loans with the
International Monetary Fund (IMF) thrust the government into a new political crisis. Fujimori's
economy minister resigned in protest over government policies, and the IMF temporarily suspended
loan negotiations with Peru. In early December, then-economy minister Carlos Bolana announced
a tentative accord had been reached with the IMF following two months of tedious negotiations.
Although the details remained confidential, Bolana said the agreement would pave the way for US
$1.4 billion in loans from the IMF the first Fund assistance to Peru in two years while reopening
lines of credit from other multilateral lenders such as the World Bank and the Inter-American
Development Bank (IDB). Peru is in arrears on US$850 million in back debts to the IMF, and
any new loans are contingent on repayment of all the overdue debt. The government hoped the
preliminary accord reached in December would encourage foreign governments and banks to renew
assistance largely frozen since Fujimori shut down the legislature and suspended the constitution
on April 5, 1992 which would then be used as "bridge loans" to repay the IMF arrears. In fact,
Bolana was organizing a new international donor's conference for April 1993 to appeal for foreign
funding. The government hoped to reactivate the 12-country "support group" headed by the US
and Japan which had disbanded in April 1992, optimistically expecting to receive promises of up
to US$1 billion in fresh aid (see Chronicle 12/17/92). In mid-December, however, Fujimori directly
intervened in negotiations with the IMF, ordering Bolana to temporarily postpone signing of the
new accord until January. According to Fujimori, the agreement contained particularly severe
austerity measures difficult for Peru to carry out, and the president hoped to negotiate more
favorable terms before signing the final agreement. Among the principal concerns were the IMF's
demand for strict monetary and fiscal policies to reduce inflation to 27% by year-end 1993, which
Fujimori feared would require excessive spending cuts to lower the fiscal deficit. A rigid austerity
drive since 1991 including massive public sector lay offs, an aggressive campaign to reel in state
spending and privatize public institutions, plus particularly high interest rates helped reduce
inflation from 139.2% in 1991 to 56.7% in 1992, the lowest annual consumer price rise in 15 years.
But the social costs were high, with 85,000 civil servants thrown out of work just in 1992. According
to official government estimates, about 12 million (55%) of Peru's 22 million inhabitants live below
the poverty line, and six million (27%) are considered "extremely poor." Moreover, Fujimori feared
rigid loan repayment schedules required by the IMF accord would prolong the recession. According
to government estimates, GDP fell by another 2.7% in 1992, although independent economists
suggest output actually declined by 5%. As a result, Fujimori requested that the one-year deadline
for state compliance with IMF goals be extended to three years to allow the government time to
slowly implement austerity and ease the social burden of economic reforms. Fujimori suggested,
for example, that loan repayment schedules be pegged to production growth, and the government
be permitted to gradually reduce the fiscal deficit to provide funds for social programs. "Our new
proposal contains better conditions than the previously-negotiated accord, allowing Peru to repay
its debts to international organizations over a greater number of years, and with a longer grace
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period," said Fujimori in early January. "Our central objective in the IMF program is to pacify the
country, and that means at least minimal economic development and growth, with more social
spending." Fujimori's intervention, however, led to sharp conflicts with Bolana the principal
architect of Peru's economic reform program since 1991 causing the minister's resignation on Jan. 5.
In an open letter to the president, Bolana warned that any effort to renegotiate the IMF accord would
only lead to a breakdown in talks with the Fund and undermine the country's ability to rebuild
confidence among foreign creditors. "The renegotiation sends an adverse message to foreign and
domestic groups, demonstrating a lack of seriousness and perseverance in matters of fiscal and
monetary discipline," said Bolana. "That could in turn endanger the entire process of reintegration
in the international arena, which forms the backbone of our economic program." The minister's
resignation rocked the country's tenuous financial stability. By Jan. 6, trade on the Lima stock
exchange dropped by four percentage points, and a nervous run on dollars pushed the foreign
exchange rate up 2.5% from 1.62 soles per US$1 to 1.66 to US$1. The Jan. 8 appointment of Jorge
Camet to replace Bolana as economy minister helped calm financial jitters, at least temporarily.
Camet, who was industry minister in the Fujimori cabinet since April 1993, is a former president
of Peru's most important business association the Confederation of Private Enterprise Institutions
(Confederacion de Instituciones Empresariales Privadas, CONFIEP) and thus commands wide
respect in the business community. At his swearing in ceremonies, Camet stressed that he would
uphold the general policies of his predecessor. "We cannot step back from our efforts to profoundly
reform and reconstruct the economy, and we hope to see the fruits of our labor by 1994," said Camet.
But the new minister firmly supported Fujimori's decision to renegotiate accord terms with the IMF,
emphasizing that some minor "adjustments" are necessary to assure economic reactivation. "One of
our priorities will be to increase social compensation programs for the country's most economicallydepressed groups, which were severely affected by the economic stabilization program." Not
surprisingly, on Jan. 15, the IMF rejected the government's new "letter of intent," presented by
Camet to the Fund's directing board in Washington on Jan. 14. In fact, the IMF refused to even
negotiate the new proposal until Peru pays off its back debt in arrears. Even if technical delegations
continue to meet to review Peru's new proposal, IMF spokespersons say it will take at least six
months to hammer out a new accord. According to Agence France-Presse, some IMF directors
confidentially admitted their refusal to renegotiate accord terms reflects suspicion that the Fujimori
administration is simply resorting to "populist" rhetoric to boost the governing party in municipal
elections, scheduled for Jan. 29. Indeed, in his letter of resignation, former minister Bolana accused
Fujimori of erratically adjusting policies according to public opinion and popularity polls. Further
complicating IMF negotiations, the government will now fight an uphill battle to win new assistance
from foreign governments and commercial creditors, since those funding sources will prefer to
await the successful negotiation of at least a preliminary accord with the IMF before approving
"bridge loans" to pay off Peru's debt in arrears. On Jan. 9, for example, assistant US Secretary of
State for Inter-American Affairs Bernard Aronson warned that all US assistance to the Fujimori
government is conditioned on the continuation of economic policy begun under former minister
Bolana, foreshadowing little success in the April donors' conference if the government cannot come
to terms with the IMF. (Sources: Spanish news service EFE, 12/05/92, 12/07/92, 12/08/92, 01/06/93,
01/08/93, 01/09/93, 01/14/93-01/16/93; Agence France-Presse, 01/06/93, 01/08/93, 01/13/93, 01/16/93)
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